EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

April 5, 1976 Cl RCULAR NO. A-109

TO THE HEADS OF EXECUTI VE DEPARTMENTS AND ESTABLI SHVENTS
SUBJECT: Maj or System ACQUI SI TI ONS

1. Purpose. This circular establishes policies, to be followed by
executive branch agencies in the acquisition of major systens.

2. Background. This acquisition of major systens by the Federal
Governnent constitutes one of the nost critical and expensive
activities perfornmed to neet national needs. Its inpact is critical
on technol ogy, on the Nation's econom c and fiscal policies, and on
t he acconplishnent of Government agency m ssions in such fields as
def ense, space, energy and transportation. For a nunber of years,

t here has been deep concern over the effectiveness of the managenent
of major systemacquisitions. The report of the Comm ssion on
Gover nnent Procurenent recommended basic changes to inprove the
process of acquiring major systenms. This Circular is based on
executive branch consideration of the Comm ssion's recommendati ons.

3. Responsibility. Each agency head has the responsibility to
ensure that the provisions of this Crcular are followed. This
Crcul ar provides admnistrative direction to heads of agencies and
does not establish and shall not be construed to create any
substantive or procedural basis for any person to chall enge any
agency action or inaction on the basis that such action was not in
accordance with this G rcular.

4. Coverage. This Crcular covers and applies to:

a. Managenent of the acquisition of major systens, including:
°Anal ysi s of agency m ssions °Determ nation of m ssion needs
°Setting of program objectives °Determ nation of systemrequirenents
°Syst em program pl anni ng °Budgeting °Funding °Research °Engi neering
°Devel opnent °Testing and evaluation °Contracting °Production
°Program and managenent control °Introduction of the systeminto use
or otherw se successful achi evenent of program objectives.
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b. Al prograns for the acquisition of major systens even
t hough:

(1) The systemis one-of -a-Kkind.

(2) The agency's involvenent in the systemis limted to the
devel opment of denonstration hardware for optional use by the private
sector rather than for the agency's own use.

5. Definitions. As used in this G rcul ar:

a. Executive agency (hereinafter referred to as agency)
means an executive departnent, and an i ndependent establishnent
within the nmeaning section 10l and 104(1), respectively, of Title 5,
Uni ted States Code.

b. Agency conponent nmeans a maj or organi zati onal subdivision of
an agency. For exanple: The Arny, Navy, Air Force, and Defense
Supply Agency are agency conponents of the Departnent of Defense.
The Federal Aviation Adm nistration, Urban Mass Transportation
Adm ni stration, and the Federal H ghway Adm nistration are agency
conponents of the Departnment of Transportation.

c. Agency m ssions nmeans those responsibilities for neeting
nati onal needs assigned to a specific agency.

d. Mssion need neans a required capability within an agency’s
overal |l purpose, including cost and schedul e consi derati ons.

e. Program objectives neans the capability, cost and schedul e
goal s being sought by the system acquisition programin response to a
m ssi on need.

f. Program neans an organi zed set of activities directed toward
a common purpose, objective, or goal undertaken or proposed by an
agency in order to carry out responsibilities assigned to it.

g. System design concept neans an i dea expressed in terns of
general performance, capabilities, and characteristics of hardware
and software oriented either to operate or to be operated as an
integrated whole in neeting a m ssion need.
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h. Major system neans that conbination of elenments that wll
function together to produce the capabilities required to fulfill a
m ssion need. The elenents may include, for exanple, hardware,
equi pnent, software, construction, or other inprovenents or real
property. Major system acquisition prograns are those prograns that
(1) are directed at and critical to fulfilling an agency m ssion, (2)
entail the allocation of relatively large resources, and (3) warrant
speci al managenent attention. Additional criteria and relative
dollar thresholds for the determ nation of agency prograns to be
consi dered maj or systens under the preview of this Crcular, nay be
established at the discretion of the agency head.

i. Systemacquisition process neans the sequence of acquisition
activities starting fromthe agency's reconciliation of its m ssion
needs, with its capabilities, priorities and resources, and extendi ng
t hrough the introduction of a systeminto operational use or the
ot herwi se successful achi evenent of program objectives.

J]. Life cycle cost neans the sumtotal of the direct, indirect,
recurring, nonrecurring, and other related costs incurred, or
estimated to be incurred, in the design, devel opnent, production,
operation, maintenance and support of a nmjor systemover its
antici pated useful |ife span.

6. General policy. The policies of this Crcular are designed to
assure the effectiveness and efficiency of the process of acquiring
maj or systens. They are based on the general policy that Federal
agenci es, when acquiring nmajor systens, wll:

a. Express needs and program objectives in mssion terns and not
equi pnent terns to encourage innovation and conpetition in creating,
expl oring, and devel oping alternative system design concepts.

b. Place enphasis on the initial activities of the system

acquisition process to allow conpetitive exploration of alternative
system desi gn concepts in response to m ssion needs.
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c. Communicate with Congress early in the systemacquisition
process by relating major system acqui sition prograns to agency
m ssi on needs. This comruni cation should follow the requirenents of
the Ofice of Managenent and Budget (OvB) G rcular No. A-10
concerning information related to budget estimtes and rel ated
mat eri al s.

d. Establish clear Iines of authority, responsibility, and
accountability for managenent of mmjor system acquisition prograns.
Utilize appropriate managerial |evels in decision making, and obtain
agency head approval at key decision points in the evolution of each
acqui sition program

e. Designate a focal point responsible for integrating and
uni fying the system acqui sition managenent process and nonitoring
policy inplenentation.

f. Rely on private industry in accordance with the policy
established by OMB Circul ar No. A-76.

7. Major system acquisition objectives. Each agency acquiring nmajor
systens shoul d:

a. Ensure that each major system Fulfills a m ssion need.
Operates effectively in its intended environnent. Denonstrates a
| evel of performance and reliability that justifies the allocation of
the Nation's limted resources for its acquisition and ownership.

b. Depend on, whenever econom cally beneficial, conpetition
between simlar or differing systemdesign concepts throughout the
entire acquisition process.

c. Ensure appropriate trade-off anong investnent costs,
owner ship costs, schedul es, and performance characteristics.

d. Provide strong checks and bal ances by ensuring adequate
systemtest and evaluation. Conduct such tests and eval uation
i ndependent, where practicable, of devel oper and user.

e. Acconplish systemacquisition planning, built on analysis of
agency m ssions, which inplies appropriate resource allocation
resulting fromclear articulation of agency m ssion needs.
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f. Tailor an acquisition strategy for each program as soon as
t he agency decides to solicit alternative system desi gn concepts,
that could lead to the acquisition of a new major systemand refine
the strategy as the program proceeds through the acquisition process.
Enconpass test and evaluation criteria and business managenent
considerations in the strategy. The strategy could typically
include: ° Use of the contracting process as an inportant tool in the
acqui sition program ° Scheduling of essential elenents of the
acquisition process ° Denobnstration, test, and evaluation criteria °
Content of solicitations for proposals ° Decisions on whomto solicit
° Met hods for obtaining and sustaining conpetition ° Guidelines for
the eval uati on and acceptance or rejection of proposals ° Goal for
design-to-cost ° Methods for projecting |life cycle costs ° Use of
data rights ° Use of warranties ° Methods for anal yzing and
eval uating contractor and Governnent risks ° Need for devel opi ng
contractor incentives ° Selection of the type of contract best suited
for each stage in the acquisition process ° Adm nistration of
contracts.

g. Mintain a capability to: ° Predict, review, assess,
negoti ate and nonitor costs for system devel opnent, engineering,
design, denonstration, test, production, operation and support (i.e.,
life cycle costs) ° Assess acquisition cost, schedul e and performance
experience agai nst predictions, and provide such assessnents for,
consi deration by the agency head at key decision points ° Make new
assessnments where significant costs, schedul e or performance
vari ances occur ° Estimate life cycle cost during system design
concept evaluation and selection, full-scale devel opnent, facility
conversion, and production, to ensure appropriate trade-offs anong
i nvest ment costs, ownership costs, schedul es, and performance ° Use
i ndependent cost estinmates, where feasible, for conparison purposes.

8. Management structure.

a. The head of each agency that acquires major systens wll
designate an acquisition executive to integrate and unify the
managenent process for the agency's mmjor systemacquisitions and to
nmoni tor inplementation of the policies and practices set forth in
this Crcular.

b. Each agency that acquires--or is responsible for activities
|l eading to the acquisition of--major systens will establish clear
lines of authority, responsibility, and accountability for managenent
of its major system acquisition prograns.
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c. Each agency shoul d preclude managenent | ayering and pl acing
nonessential reporting procedures and paperwork requirenents on
program managers and contractors.

d. A program manager w || be designated for each of the agency’s
maj or system acqui sition prograns. This designation should be nmade
when a decision is made to fulfill a m ssion need by pursuing
alternative system design concepts. It is essential that the program
manager have an understandi ng of user needs and constraints;
famliarity with devel opment principles, and requisite nmanagenent
skills and experience. Ildeally, managenent skills and experience
woul d include: ° Research and devel opnent ° Operations ° Engi neering
° Construction ° Testing ° Contracting ° Prototyping and fabrication
of conplex systens ° Production ° Business ° Budgeting ° Fi nance.

Wth satisfactory performance, the tenure of the program nmanager
shoul d be | ong enough to provide continuity and personal
accountability.

e. Upon designation the program manager shoul d be gi ven budget
gui dance and witten charter of his authority, responsibility, and
accountability for acconplishing approved program objectives.

f. Agency technical managenent and Governnent | aboratories
shoul d be considered for participation in agency m ssion anal ysis,
eval uation of alternative system design concepts, and support of al
devel opnent, test, and evaluation efforts.

g. Agencies are encouraged to work with each other to foster
technol ogy transfer, prevent unwarranted duplication of technol ogical
efforts, reduce system costs, pronote standardi zation, and help
create and nmaintain a conpetitive environnent for an acquisition.

9. Key decisions. Technical and program decisions normally wll be
made at the |evel of the agency conponent or operating activity.
However, the follow ng four key decision points should be retained
and nade by the agency head:
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a. ldentification and definition of a specific mssion need to
be fulfilled, the relative priority assigned within the agency, and
t he general magnitude of resources that may be invested.

b. Selection of conpetitive system design concept to be advanced
to a test/denonstrati on phase or authorization to proceed with the
devel opment of a nonconpetitive (single concept) system

c. Commtnent of a systemto full-scale devel opnent and limted
pr oducti on.

d. Commtnent of a systemto full production.

10 Determ nation of mi ssion needs.

a. Determnation of m ssion need should be based on an anal ysis
of an agency's m ssion reconciled with overall capabilities,
priorities and resources. Wen analysis of an agency's m ssion shows
that a need for a new major system exists, such a need should not be
defined in equipnent terns, but should be defined it terns of the
m ssi on, purpose, capability, agency conponents invol ved, schedul e
and cost objectives, and operating constraints. A m ssion need may
result froma deficiency in existing agency capabilities or the
decision to establish new capabilities in response to a
technol ogically feasible opportunity. M ssion needs are independent
of any particular systemor technol ogical solution.

b. Were an agency was nore than one conponent invol ved, the
agency wll assign the roles and responsibilities of each conponent
at the tinme of the first key decision. The agency may permt two or
nor e agency conponents to sponsor conpetitive system design concepts
in order to foster innovation and conpetition.

c. Agencies should, as required to satisfy m ssion
responsibilities, contribute to the technol ogy base, effectively
utilizing both the private sector and Governnent | aboratories and in-
house technical centers, by conducting, supporting, or sponsoring:

° Research ° System design concept studies ° Proof of concept work

° Expl oratory subsystem devel opnent ° Tests and eval uations. Applied
technol ogy efforts oriented to system devel opnents shoul d be
performed in response to approved m ssi on needs.
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11. Alternative systens.

a. Alternative systemdesign concepts will be explored within
the context of the agency's m ssion need and program objectives--with
enphasi s on generating innovation and conceptual conpetition from
i ndustry. Benefits to be derived should be optim zed by conpetitive
exploration of alternative system design concepts, and trade-offs of
capability, schedule, and cost. Care should be exercised during the
initial steps of the acquisition process not to known conform m ssion
needs or program objectives to any known systens or products that
m ght consideration of alternatives.

b. Alternative systemdesign concepts wll be solicited froma
broad base of qualified firms. |In order to achieve the nost
preferred system sol ution, enphasis will be placed on innovation and
conpetition. To this end, participation of smaller and newer
busi nesses shoul d be encouraged. Concepts will be primarily
solicited fromprivate industry; and when beneficial to the
Government, foreign technol ogy, and equi pnent may be consi der ed.

c. Federal laboratories, federally funded research and
devel opnent centers, educational institutions, and other not-for-
profit organi zations may al so be considered as sources for
conpetitive system design concepts. |deas, concepts, or technol ogy,
devel oped by CGovernnent |aboratories or at Governnment expense, be
made available to private industry through the procurenent process or
t hrough other established procedures. |Industry proposals may be nade
on the basis of these ideas, concepts, and technol ogy or on the basis
of feasible alternatives which the proposer considers superior.

d. Research and devel opnent efforts should enphasize early
conpetitive exploration of alternatives, as relatively inexpensive
i nsurance agai nst premature or preordai ned choice of a systemthat
may prove to be either nore costly or less effective.

e. Requests for alternative system design concept proposals wll
explain the m ssion need, schedule, cost, capability objectives, and
operating constraints. Each offeror will be free to propose his own
techni cal approach, main design features, subsystens, and
alternatives to schedule, cost, and capability goals. In the
conceptual and less than full-scal e devel opnent stages, contractors
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shoul d not be restricted by detail ed Governnent specifications and
st andar ds.

f. Selections fromconpeting system desi gn concept proposals
w Il be based on a review by a team of experts, preferably from
i nsi de and outside the responsi bl e conponent devel opnent
organi zation. Such a revieww || consider: (1) Proposed system
functional and performance capabilities to neet m ssion needs and
prograns objectives, including resources required and benefits to be
derived by trade-offs, where feasible, anong technical perfornmance,
acquisition costs, ownership costs, tine to develop and procure; and
(2) The relevant acconplishnment record of conpetitors.

g. During the uncertain period of identifying and exploring
alternative system design concepts, contracts covering relatively
short tinme periods at planned dollar levels will be used. Tinely
technical reviews of alternative system design concepts wll be nmade
to effect the orderly elimnation of those |east attractive.

h. Contractors should be provided with operational test
conditions, mssion performance criteria, and life cycle cost factors
that will be used by the agency in the evaluation and sel ection of
the systen(s) for full-scale devel opnent and producti on.

i. The participating contractors should be provided with
rel evant operational and support experience through the program
managers, as necessary, in devel oping performance and ot her
requi renents for each alternative system design concept as tests and
trade-offs are nade.

j . Devel opnent of subsystens that are intended to be included in
a mj or systemacquisition programw ||l be restricted to | ess than
fully designed hardware (full-scale devel opnent) until the subsystem
is identified as a part of a system candidate for full-scale
devel opment. Exceptions may be authorized by the agency head if the
subsystens are long lead tine itens that fulfill a recognized generic
need or if they have a high potential for commobn use anobng several
exi sting or future systens.
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12. Denpnstrati ons.

a. Advancenent to a conpetitive test/denonstration phase nay be
approved when the agency's m ssion need and program objectives are
reaffirmed and when alternative system design concepts are sel ect ed.

b. Mjor systemacquisition prograns will be structured and
resources planned to denonstrate and eval uate conpeting alternative
system desi gn concepts that have been selected. Exceptions may be
aut hori zed by the agency head if denonstration is not feasible.

c. Devel opnent of a single system design concept that has not
been conpetitively selected should be considered only if justified by
factors such as urgency of need, or by the physical and financial
inpracticality of denonstrating alternatives. Proceeding with the
devel opnent of a nonconpetitive (single concept) system may be
aut hori zed by the agency head. Strong agency program nmanagenent and
techni cal direction should be used for systens that have been neither
conpetitively sel ected nor denonstrated.

13. Ful | -scal e devel opnent and producti on.

a. Full-scale developnent, including limted production, nay be
approved when the agency's m ssion need and program objectives are
reaffirmed and conpetitive denonstration results verify that the
chosen system desi gn concept(s) is sound.

b. Full production may be approved when the agency's m ssion
need and program obj ectives are reaffirmed and when system
performance has been satisfactorily tested, independent of the agency
devel opnent and user organi zati ons, and eval uated in an environnent
t hat assures denonstration in expected operational conditions.
Exceptions to i ndependent testing may be authorized by the agency
head under such circunstances as physical or financial
inpracticability or extrene urgency. z

c. Selection of a systen(s) and contractor(s) for full-scale
devel opment and production is to be nade on the basis of (1) system
per f or mance neasured agai nst current m ssion need and program
obj ectives, (2) an evaluation of estinmated acquisition and ownership
costs, and (3) such factors as contractor (s) denonstrated
managenent, financial, and technical capabilities to neet program
obj ecti ves.
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d. The program manager wll nonitor systemtests and contractor
progress in fulfilling system performance, cost, and schedul e
commtnments. Significant actual or forecast variances wll be
brought to the attention of the appropriate nmanagenent authority for
corrective action.

14. Budgeting and financing. Beginning with FY 1979 all agencies
will, as part of the budget process, present budgets in terns of
agency m ssions in consonance with Section 201(i) of the Budget and
Accounting Act, 1921, as added by Section 601 of the Budget Act of
1974, and in accordance with OVMB Circular A-11. In so doing, the
agencies are desired to separately identify research and devel opnent
funding for: (1) The general technol ogy base in support of the
agency's overall mssions, (2) The specific devel opnent efforts in
support of alternative system design concepts to acconplish each

m ssion need, and (3) Full-scal e devel opnents. Each agency shoul d
ensure that research and devel opnent is not undesirably duplicated
across its m ssions.

15. | nformati on to Congress.

a. Procedures for this purpose will be devel oped in conjunction
with the O fice of Managenent and Budget and the various conmttees
of Congress having oversight responsibility for agency activities.
Begi nning with FY 1979 budget each agency will inform Congress in the
nor mal budget process about agency m ssions, capabilities,
deficiencies, and needs and objectives related to acquisition
progranms in, consonance with Section 601(i) of the Congressional
Budget Act of 1974.

b. Disclosure of the basis for an agency decision to proceed
with a single system design concept w thout conpetitive selection and
denonstration will be nmade to the congressional authorization and
appropriation comnmttees.

16. Inplenentation. Al agencies will work closely with the Ofice
of Managenment and Budget in resolving all inplenentation problens.

17. Subm ssions to Ofice of Managenent and Budget. Agencies wl|
submt the follow ng to QOVB:

(No. A-109)






12

a. Policy directives, regulations, and guidelines as they are
i ssued.

b. Wth in six nonths after the date of this Crcular, a tinme-
phased action plan for neeting the requirenents of this G rcular.

c. Periodically, the agency approved exceptions permtted under
the provisions of this Crcular.

This information will be used by the OVB, in identifying major system
acquisition trends and in nonitoring inplementations of this policy.

18. lnquires. Al questions or inquiries should be submtted to the
OMB, Adm nistrator for Federal Procurenent Policy. Tel ephone nunber,
area code, 202-395-4677

1S/
HUGE E. WTT
ADM NI STRATOR FOR
FEDERAL PROCUREMENT POLI CY

Appr oved:
1S/

JAMES T. LYNN
DI RECTOR
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